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ABSTRACT 
As in many other financial centres in the world, Hong Kong's stock returns are 
found to be affected by both international and domestic factors, An understanding of 
the determining factors on the returns of stock would enable the investors to focus their 
analyses and make their researches more cost effective, 
i. 
In this study, we would like to find out the relationship between the returns of 
stock in four specified sectors and the six indexes. The industry sectors chosen are 
namely Banking, Financial services, Textile & apparel，and Real estates respectively. 
All the four industry sectors are important industry sectors in Hong Kong and the 
selected stocks have been traded actiVely in the stock exchange market during the testing 
period., 
The six indexes that we chosen are namely, World Index, Industry Index, the 
Currency Index (Effective Exchange Rate Index), SRH Political Confidence Index, SRH 
Economic Confidence Index, and Average CPI (Consumer Price Index). The first three 
indexes are regarded as the international factors while the latter three are classified as 
the domestic factors. 
I n the study, we use correlation, simple and multiple regression to test the mutual 
relationship between the returns and the indexes. It was found that all four industry 
sectors have significant correlation with the world trend of stock movements. 
111. 
Another factor that has significant impact on the stock returns is the SRH 
Political Confidence Index. This index measures the political perception of political 
confidence of the general public. With the approach of 1997，Hong Kong's economic 
development will become more and more volatile in response to the political 
development, especially those in China. We expect such effect will become more 
profound in the coming future. ‘ 
• * * • 
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INTRODUCTION 
1 As in other major financial centre in the World, the stock return of 
Hong Kong is influenced by both international affairs as well as domestic 
4 
issues. A major challenge faced by all investment organizations is to 
structure their international research efforts. Their aim is to find out the 
major factors influencing the stock behaviour and determine the sensitivity 
of securities to these factors. However, the choice of method of analysis 
depends on what they believe are the major factors influencing stock 
returns. Currently, the investment organizations use one of the two major 
approaches to international research, depending on their vision of the 
world: 
1. If a portfolio manager believes that all securities in a national stock 
market are primarily influenced by domestic factors, his or her 
research effort should be structured on a country-by-country basis. 
The most important investment decision in this approach is how to 
allocate assets among countries. Thereafter, securities are given a 
relative valuation within each nation market. 
2 
2. If a portfolio manager believes that the value of companies 
worldwide is primarily affected by international industrial factors, 
… his or her research effort should be structured according to the 
industrial sector. Hence, stocks should be valued relative to others 
within the same industrial sectors. 
• » ‘ 
OBJECTIVE OF THE STUDY 
1.1 In this research, we try to find out whether the returns of stocks of 
four selected industrial sectors, namely Banking, Financial, services, 
Textile & apparel, and Real estates respectively, in Hong Kong market are 
mainly influenced by the international factors or the domestic factors so 
-as to provide a clearer understanding of the main factors influencing the 
return of Hong Kong stocks. 
The results of this research are supposed to provide clues for the 
investment organizations to allocate their research effort in evaluating the 
stock values in Hong Kong stock market ‘ 
INDEXES 
1‘2 In our study, we used the World Index, the Industrial Index and the 
Effective (Trade Weighted) Exchange Rate Index as the proxies for the 
international factors in analyzing the securities return of Hong Kong. The 
SRH Political Confidence Index, SRH Economic Confidence Index and the 
averaged Consumer Price Index are used as proxies for the domestic 
3 
factors. Normally local GDP should be included as one of the dominant 
domestic factors. However, the GDP figure of Hong Kong is only 
…available in a yearly basis. Therefore there will be too small number of 
figures for the correlation and regression tests. Because of the limited 
number of Hong Kong GDP figures available in our test period, we do not 
• f • 
include this variables in our research. 
World Index 
1.2a The index is published by Morgan Stanley Capital International in 
Geneva. It consists of national market value-weighted indexes from 19 
countries; based on approximately 1200 stocks. Being an international 
trading and financial centre, Hong Kong's stocks are likely to be affected 
by the movements of the whole world stock market. 
Industrial Indexes 
1.2b The indexes are published by Morgan Stanley Capital International 
in Geneva. They are all industrial specific indexes and there are altogether 
31 such kinds of index. Because of the research limitations and 
convenience, we choose Banking, Financial services, Textile & apparel, and 
Real estates for our study. These four industrial sectors are all important 
industries in Hong Kong and there are sufficient price data available for 
the analyses. We would like to know whether international industrial 
stocks could affect the return of Hong Kong. 
4 
Effective (Trade Weighted) Exchange Rate Index 
1.2c The Effective (Trade Weighted) Exchange Rate Index1 is a 
•weighted pool of exchange rate between Hong Kong Dollar and the 
currencies of its fifteen principal trading partners. The weight is set 
according to their relative trade share. The index is designed to measure 
• » * 
the overall external value of Hong Kong Dollar against a basket of 15 
currencies, relative to a base date. The inclusion of this index�is to find 
out whether the returns of local stocks are affected by the movement of 
currency. The composition and relative weight are listed in appendix 1. 
For the method of compilation please see appendix 2 
SRH Political/Economic Confidence Index 
1.2d The SRH Political/Economic Confidence Index is compiled by 
Survey Research Hongkong Ltd. The index is a perception of the 
political/economic confidence by the general public of Hong Kong. 
Because of the issue of 1997，the return of stock in Hong Kong is thought 
to be very sensitive to the political issues, especially the political 
development of China. Telephone interviews were employed in 
conducting the surveys. For each check, a representative sample of 1,000 
randomly selected individual aged 12 to 64 years were interviewed. The 
respected index is calculated according to specific formula and the answers 
of the relevant questions (see appendix 3). With the approach of 1997， 
people suspect that local perception of political and economic 
\ Source: Hong Kong Monthly Digest of Statistics 
5 
development should have a great impact on the return of stock market. 
�•‘ Average Consumer Price Index 
1.2e The Consumer Price Index reflects the general price level of 
commodity/service. In order to represent a wider scope of population in 
• t ： 
the study, we used the arithmetic average of the CPI(A), CPI(B) and Hang 
Seng CPI2 instead any of the CPIs. Based on the results of the 1984/85 
Household Expenditure Survey, expenditure brackets of various new CPI 
- •) 
series were updated. The three new CPI series3 are defined as;follows: 
Monthly household Approximate % 
expenditure of Households 
Index series in 1984/85 covered 
CPI(A) $ 2,000-$ 6,499 50 
GPI(B) $ 6,500-$ 9,999 30 
Hang Seng CPI $10,000-$24,999 10 
The weight for the three new CPI series by section of commodities 
/services, as derived from the 1984/85 Household Expenditure Surveys 
t 
Results and other supplementary data, are summarized in appendix 4. 
2. Ibid 





Domestic Versus International Factors 
2.1 Lessard (1976)4 and Solnik (1976) researched the relative 
importance of industry, domestic, and international factors. Two set of 
data were used. The first is monthly percentage changes in market-value 
weighted price indexes for 16 countries and for 30 industries covering the 
period January 1959 to October 1973. The second is monthly price 
changes for 205 individual securities from 14 countries and 14 industries 
for the period January 1969 to October 1973. 
/ 
They concluded that there existed an international influence on the 
stock returns, but that domestic effects were much stronger. International 
industry effects appeared weak compared to the national effects. The 
above conclusion can be seen clearly from the summarized results in Table 
1 and 2. Industry factors were large relative to country factors for only 
three countries-Australia, Japan, and the U.K. In the case of the first two 
4. D. Lessard, "World, Country and Industry Relationships in Equity Returns," 








































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































this could be explained by noting that certain groups of companies 
oriented primarily toward international markets represent a dominant 
proportion of their total industry capitalization (excluding the U.S. and 
Canada). 
Solnik and de Freitas (1986) adopted a simple approach to 
determine the relative importance of each factor is to separately correlate 
each individual stock with : 
-the world stock index, 夕； 
-the appropriate (international) industrial sector index, 
-the currency movement, and 
-the appropriate national market index. 
The results were summarized in Table 35. 
From table 3, we note that the domestic factor (Hang Seng Index) 
was distinctively important in return of stock in Hong Kong. The domestic 
factor along explained 0.79 of the return of stock. It was much higher than 
the all countries average, 0.42. The currency factor on the return of stock 
in Hong Kong market was also distinctively larger than the all countries 
average. While the importance of world factor was particularly low in 
Hong Kong. 
The choice of Hang Seng Index as the domestic factor is debatable. 










































































































































































































































































































































































































































































































































































Hang Seng Index, a stock portfolio index of 33 representative constituent 
stocks, itself is likely to be influenced greatly by the international factors. 
Therefore international factors have already been incorporated into the 
index. 
In contrast, a report from Westminister Security dated May 19886 
pointed out that the international factors were the major determinants 
which accounted for 68% of the movements of Hang Seng Index. The 
factors and extent of effect on Hang Seng Index were Listed asjollows: 
� 
Dow Jones Index ： 9.88% 
Nikkei Index : 41.62% 
Exchange rate of HK $/Japanese Yen : 16.29% 
Exchange rate of HK $/US $ ： 10.52% 
GDP of Hong Kong ： 3.25% 
Currency Factors 
2.2 Since 1973 and the advent of flexible exchange rates, currency 
movements make a significant contribution to the total return of a foreign 
portfolio, and their influence on stock return must be farther studied. In 
fact, from a practical standpoint, investors should be concerned about the 
reaction of their domestic capital market to the international monetary 
6 V 石 鏡 泉 個 人 投 資 指 南 香 港 經 濟 日 報 叢 書 p . 2 8 
12 
disturbance. The question is then whether exchange rates affect domestic 
equity prices, and if so, in what way and to what extent. The share price 
may react in different fashions of the exchange rate movement: 
A zero correlation between stock returns and exchange rate 
• r ' 
movements would means no systemic reaction to exchange rate 
adjustments. 
A positive correlation would mean that the local stogk price 
benefits from a depreciation of the local currency. 
A negative correlation would mean that the local stock price would 
be negatively affected by a depreciation of the local currency. 
In the macroeconomic approach it is widely recognized that 
economic activity is a major determinant of stock market returns, so the 
influence of exchange rate movements on domestic economic activity may 
explain the relation between exchange rate movements and stock returns. 
Various economic theories have been proposed to explain the influence of 
real exchange rate movements on domestic economies. While the 
traditional trade approach suggests that a real exchange rate appreciation 
tends to reduce the competitiveness of the domestic economy and 
therefore reduce domestic activity, the money demand approach leads to 
opposite effect, where an increase in domestic economic growth leads to 
13 
a real currency appreciation. 
”; The empirical evidence quoted from Solnik's book pointed toward 
a very low correlation between stock returns and exchange rate movements 
(see Table 47). At the aggregate stock market level little correlation exists 
• * ： 
between stock indexes and currency movements. 
A study by Adler and Simon (1986)8 also suggested a weak 
correlation between stock indexes and currency movements and^tressed 
foreign stock investment were poor hedges against currency movement. 
Prior to October 1979, none of the own-currency exposure betas differed 
significantly from unity and none of the other exposures was different from 
zero (see Table 5). Since October 1979, the picture has changed in several 
key respects (see Table 6). The local currency stock price indexes and 
exchange rates were positively correlated after October 1979，whereas they 
had been largely independent before, Since 1979，foreign stock markets 
(non U.S. markets) tended to fall as the dollar strengthened and to rise as 
the dollar weakened. No fundamental macro-economic reason for this 
phenomenon had been suggested by the author. The author concluded 
that there was no theoretical reason to expect exposure to be stationary 
and there was little basis for predicting how long the existing structure 
7. Source: Bruno Solnik, "Stock Prices And Monetary Variables: The International 
Evidence," Financial Analyst Journal, March-April, 1984. p. 72. 
8. M. Adler and D. Simon, "Exchange Risk Surprises in International Portfolios," 















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































would continue or when it would change. 
… Study of B. Solnik and B. Noetzlin (1982)9 revealed that exchange 
risk was always significantly smaller than the systemic risk of the respective 
stock markets. The market risk and the exchange risk do not compound 
in f 
each other , This would happen only if they were perfectly correlated, 
whereas there is usually a weak or negative correlation between currency 
and market volatility. Table 7 showed the risk of foreign investments for 
dollar-based accounts, that in local currencies, and the resulting differential 
or portion that can be ascribed to the currency factor. 
9. Bruno Solnik and Bernard Noetzlin, "Optimal International Asset Allocation," 
Journal of Portfolio Management, Fall 1982. 
10 
• Generally, if QA is the market risk in local curency, Q the aggregate risk in 
dollars, and QB the exchange risk, we have: 
Q2 = Q2A + Q2B + 2PQAQB, 
where P is the correlation between the two risks. 
17 
would continue or when it would change. 
•‘ Study of B. Solnik and B. Noetzlin (1982)9 revealed that exchange 
risk was always significantly smaller than the systemic risk of the respective 
stock markets. The market risk and the exchange risk do not compound 
each other . This would happen only if they were perfectly correlated, 
whereas there is usually a weak or negative correlation between currency 
and market volatility. Table 7 showed the risk of foreign investments for 
dollar-based accounts, that in local currencies，and the resulting differential 
or portion that can be ascribed to the currency factor. 
9. Bruno Solnik and Bernard Noetzlin, "Optimal International Asset Allocation," 
Journal of Portfolio Management, Fall ,1982. 
.Generally, if QA is the market risk in local curency, Q the aggregate risk in 
dollars, and QB the exchange risk, we have: 
Q2 = Q2A + Q2B + 2PQAQB, 
where P is the correlation between the two risks. 
1 8 
Table 7 
Profile of Currency Factor in Total Investment Risk 
(1970 to 1980) 
Total Risk Risk in Local Risk differential 
in US$ Currency 
% p.a. % p.a. % p.a. 
Germany 18.39 13.87 5.52 
Belgium 18.76 13.28 5.48 
Denmark 17.65 15.41 2.24 
France 25.81 22.00 3.81 . 
Italy 26.15 24.21 1.94 ‘�-
Norway 29.92 28.61 1.31 
Netherlands 18.91 16.37 2.54 
U.K. 31.61 28.94 . 2.67 
Sweden 18.06 15.05 3.01 
Switzerland 21.40 16.80 4.60 
Spain 20.26 16.71 3.55 
Australia 27.15 24.62 2.53 
Japan 19.55 16.39 3.16 
Hong Kong 45.80 44.95 -2.5011 
Singapore 36.03 35.82 0.23 
Canada 20.29 18.92 1.37 
United States 16.00 16.00 0.00 
11 U 
.The data here is quite peculiar. However, it is copied directly from the paper, B. 
Solnik and B. Noetzlin, "Optimal International Asset Allocation," Journal of Portfolio 
Management, Fall 1982, p. 15. If according to other example countries, 
Total Risk = Risk in Local Currency + Risk Differential 
Thus, in the case of Hong Kong currency, 
Risk Differential = Total Risk - Risk in Local Currency 




2.3 The degree of independence of a stock market is directly linked to 
the independence of a nation's economy and government policies. To 
some extent common world factors affect expected cash flows of all firms, 
and therefore, their stock prices. However, purely national or regional 
• t, 
factors seems to play an important role in asset prices, leading to sizable 
differences in the degree of independence between markets. Factors such 
as constraints and regulations imposed by national governments, 
technological specialization, independent fiscal and monetary policies, and 
cultural and sociological differences all contribute to the degree of a 
capital market's independence. On the other hand when there are closer 
economic and government policies, as between the members of European 
Economic Community, the closed related economies of Canada and US, 
there will be more commonality in capital market behaviour. In any case 
the covariation between markets is still far from unity. Part of the findings 
market correlation of the period from 1971 to 1986 by B. Solnik is 
summarized in table 812, ‘ 
From table 8，we note the correlation between Hong Kong stock 
market and other stock markets is very low. The covariance of the most 
correlated market, Singapore, is just about 17% (R2 = 0.412). The 
covariances of Hong Kong market and the world index and the EAFE 
Index (The Europe, Australia, and Far East Index) are 19% and 27% 
12. Bruno Solnik," International Investments," Addison Wesley, pp.40-41. 































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































respectively. The correlation of Hong Kong market with the World index 
and EAFE index is relatively low in comparison with that of other stock 
markets, i.e covariance of Japan market with the World Index and EAFE 
Index is 36% and .59% respectively. 
• f ： 
I. Shaked13 had studied the intertemporal stability of correlation 
coefficients based on the monthly total returns (adjusted for U.S. inflation) 
on sixteen stock markets (Australia, Austria, Belgium, Canada, Denmark, 
France, Germany, Italy, Japan, the Netherlands, Norway, Spain, Sweden, 
Switzerland, the United Kingdom，and the United States) for the period 
1960 to 1979. 
The results of his study implied that the correlation structure of the 
"market" defined by the sixteen sampled countries was unstable for 
relatively short investment horizons. However, the degree of stability in the 
international correlation structure increased consistently and substantially 
as the assumed investment horizon was lengthened. 
Conclusion 
2.4 Insofar most of the studies quoted above revealed that the domestic 
factors were much more important than the international factors. The 
correlation between markets was low. The correlation coefficients 
13. Israel Shaked, "International equity markets and the investment horizon," Journal 
of Portfolio management, Winter 1985. 
23 
between stock returns and the exchange rates was very low. 
� For those limited studies included the Hong Kong market, the 
performance of Hong Kong market showed the same general trend of 
other markets. 





3 The study will be based on the statistical tests by means of SPSS. 
We will run the simple linear regression of the quarterly returns of 34 
selected individual stocks as well as the capitalization weighted industrial 
quarterly returns with the World Index, Industrial Index, Effective (Trade 
Weighted) Exchange Rate Index(EERI), SRH Political Confidence Index, 
SRH Economic Confidence Index, and the Averaged Consumer price 
Index in a quarterly basis. The first three is regarded as international 
factors that affected the return of stock while the latter three is regarded 
as domestic factors. By doing so, we hope to find out what faction of the 
return of the stock and portfolio can be explained by the respective chosen 
indexes. ’ 
A multiple linear regression in two separated groups of factors, 
domestic and international, are used to find out the degree of dependence 
of stock return with the respective indexes. 
Furthermore, a multiple linear regression is also provided to test 
the overall dependence of the stock or portfolio returns on the six indexes, 
25 
i.e, the suitability for our choice of the six indexes. If the overall R2 of 
the equation is great, then investment organization could concentrate more 
on the six chosen indexes in evaluation of the Hong Kong stock return. 
r ' 
Correlation coefficient is a measure of the closeness of relationship 
between two variables. In our research, we also provide a survey about 
such relationship among various variable, the six indexes and the return of 
stock or portfolio. If any of the independent variable is found to be^highly 
correlated, there would a duplicate of effort in selecting these two 
variables together in the same regression model. 
Brief explanation of the above tests will be discussed in the 
following sections. The composition of the thirty-four selected stocks is 
listed in Appendix 5. 
Portfolio construction 
3.1 Four industries are selected for the study, namely banking, financial 
services, textile and apparel, and real estate respectively. The selection 
has been taken into account the limitation of time and effort available, the , 
importance of the industries in the economy of Hong Kong, and the 




3.2 Thirty-four individual stocks are being grouped into four industrial 
sectors. The relative weight of each stock in its respected sector is based 
on the arithmetic mean of its capital on the dates 31st December, 1984 
•»： 
and 31st December, 1990. The industrial monthly returns will then be 
worked out by summing up all the averaged monthly returns of each stock 
in the industry times its respected weight. 
rp = SrjWj 
where rp = the return of the portfolio formed 
r{ = the return of individual stock 
wf = the weight of the stock i in the portfolio 
Indexes 
3.3 The World Index, Industry Index, Effective (Trade Weighted) 
Exchange Rate Index, and Consumer Price Indexes are available on a 
monthly basis. On the Other hand, the SRH Political Confidence Index 
and the SRH Economic Confidence Index are mainly on a quarterly base. 
For those available on monthly base, the quarterly change rate was the 
arithmetics mean of the monthly rates. (Jan. 1985 - Sept. 1990). 
27 
Data Smoothing 
3.4 The following price adjustments will be made: 
1. Splitting and combining shares 
If a stock splits the shares of 1¾ into n2 (n2>n1) then the price of 
• « ： 
the days before splitting will multiply the factor 1^/¾ and similarly 
for the combining case. 
Pa = 1^/¾ x PQ where Pa = adjusted price 
� P0 = original price 燃 
2. Bonus of share 
If a stock pays % for n2 bonus then the prices before bonus will 
multiply by the factor of n2/(n1 + n2) 
Pa = P0 X 1^ / (¾.¾) 
3. Subscription of new shares 
If a certain kind of stock subscribes n2 new shares for 1¾ at the 
price of $P per new shares then the adjusted price of the stock just 
before the day of subscription be equal to (n1P0+n2P)/(n1+n2). 
4. Bonus of warrants, preferred stocks and other company shares 
All the above bonuses are assumed to have converted to cash by 
reference to the closest available close price of the respected bonus. 
The converted cash is then treated as cash bonus in the return 
2 8 
calculation. 
5. Dividend and cash bonus 
If a certain kind of stock pay dividend or cash bonus to its 
•» * 
shareholders at a rate of $P per share. Then the returns of the 
cash bonus will be $P/ where P t 4 is the close price of the 
previous month. 
Measure of Individual Stock Return 
3.5 The returns are based on the change in the monthly close prices 
and the cash returns in the period. After adjustment for price, the 
monthly returns are then calculated as follows: 
R= (Pt+i/Pt) -i + $/Pt 
where P t+1 is the close price of the month 
Pt is the close price of previous month 
$ is the cash, or its equivalent, return of the month 
R is the total return of the month 
The quarterly averaged returns of individual stocks are used in the 
regression tests. If stock has less than three monthly transaction data in 
any quarter, i.e., has got one or two monthly transaction record(s), its 
average quarterly return rate will then be calculated based on the average 
29 
of remaining two or the only one return data available. 
If there is no transaction record for the whole quarter, the quarterly 
return will be assigned as "ERR" and is treated as missing value in the 
•»： 
SPSS regression analyses. 
Because of trade suspension or 110 transaction, there may be no 
close price listed. From April 1986 onward, all the close prices are"quoted 
from Hong Kong Securities Journal. Before April 1986, our close price 
data were based primarily on the published records of Far East Exchange 
Co. Ltd. If the stock was not listed on the Far East Exchange, we would 
search for its listing in the Kowloon Stock Exchange. In fact, all the tested 
stocks were found to list in either of these two stock exchanges. If there 
was no transaction record in this publication, we would assume the stocks 
had no transaction in the period concerned. 
j 
For the four industry portfolio, the return rate is calculated 
according to the individual stock return rates and their respected weight 
in the portfolio. The return rates of the portfolio, R^, is calculated as 
follows: 
Rp = 2 w^ 
where Wj is the weight of an individual stock 
rj is the return rate of the individual stock 
30 
Regression14 
3.6 Two Regression models will be used in the analysis: simple linear 
regression and multiple linear regression. 
• T ： 
Simple Linear Regression 
3.6a In the simple linear regression, each index, the independent 
variable, enters separate test. The regression model is as follows: 
Y = a + b�X +e “ 
where Y : return of stock 
a : a constant 
b| : beta coefficients of the respected 
indexes, i.e., World Index, Industry 
Index, EERI , SRH Political 
Confidence Index, SRH Economic 
Confidence Index, and CPI 
j 
X : change of the respected indexes 
e : a random error 
Multiple Linear Regression 
3.6b In the multiple linear regression, several independent variables (all 
the six indexes) are being simultaneously used. The regression model is 
14. Mendenhall/Reinmuth/Beaver/Duhan, Statistics for Management and Economics. 
Fifth Edition, Duxbury, Ch.ll & 12. * —— 
31 
as follows: 
Y = a + b ^ + b2X2 + b3X3 + b4X4 +b5X5 +b6X6 + e 
where Y : return of stock 
a : a constant „. 
• r ： 
\ 6 : beta coefficients of the six indexes 
Xj 6 : change rate of the six indexes 
e : a random error 
Correlation 
3.7 A correlation matrix is set up to test the relationship among the 
return of stock or the portfolio and the 6 indexes. After the test, 
we would like to find out whether the independent variables in the 
regression equations above (both simple and multiple) is really 
4 
independent from each other. Hence, we could judge whether our 









4 , The raw data collected for the statistical models are given as 
follows: ' 
World Index 
4.1 The monthly data of World index for the period December 1984 to 
December 1990 come from Morgan Stanley Capital International. 
Industry Indexes , 
4.2 The monthly data of Industry indexes, viz., Banking index, Financial 
services index, Real estate index, and the Textile & apparel index, for the 
period December 1984 to December 1990 are from Morgan Stanley 
Capital International. 
33 
Effective (Trade-weighted) Exchange Rate Index (EERI) 
4.3 The monthly published EERI in the Hong Kong Monthly Digest of 
statistics in the period December 1984 to September 1990 is used for the 
statistical tests. 
•» T 
SRH Political/Economic Confidence Index 
4.4 The SRH Political/Economic Confidence Index for the period 
January 1985 to January 1991 are given by Survey Research Hongkong 
Ltd. The data are rough published in a quarterly base. The exact dates 
of publication and values are listed in appendix 6. 
Consumer Price Indexes 
4.5 The monthly published CPI(A), CPI(B), and Hang Seng CPI for the 
period December 1984 to September 1990 are obtained from Hong Kong 
Monthly Digest of Statistics. 
Return of Stocks 
4.6 Before April 1986，the stocks were listed separately in the four 
individual stock exchanges, the Hong Kong Exchange Ltd., the Far East 
Exchange Ltd., the Kam Ngan Stock Exchange Ltd., and the Kowloon 
Stock Exchange Ltd. respectively. For the period December 1984 to 
March 1986，our monthly close prices of the stocks are collected from the 
securities Journals published by the four stock exchanges. Because of the 
34 
popularity, we focus on the records from Far East Exchange Ltd. first. If 
the stock was not listed in Far East Exchange Ltd., we start to search the 
records of the Kowloon Stock Exchange Ltd. All the stocks we studied are 
found in either of these two stock exchanges. 
• f 
The monthly close prices for the period April 1986 to December 
1990 are collected from Hong Kong Securities Journal published by Hong 
Kong Stock Exchange Ltd. Other information such as dividend, splitting, 
combination, subscription and bonus in the test period are mainly taken 
from the Hong Kong Securities Journal. For the period before April 1986, 





Correlation of the Indexes and Stock Returns 
5.1 The correlations of the six indexes over the period first Quarter 
1985 to third Quarter 1990 are tested in this research. Here 22 quarterly 
changes of the indexes are being used. Because of the limited number of 
records only a few highly correlated ones have level of confidence over 
99%. There are high correlation between Industry Indexes and World 
Index, Industry Indexes and Average CPI, SRH Political Confidence Index 
and the SRH Economic Confidence Index. The correlations of the rest 
are not so significant. The results are summarized in tables 9 to 16. The ‘ 
correlation of the returns of the four industry sectors and the six factors 
are listed in tables 10，12，14，and 16. 
36 
World Index and Industry Indexes 
From tables 9，11，13, and 15，we reveal a general pattern that the 
Industry Indexes are highly correlated to the World Index. The result is 
highly expected as the World Index is a worldwide portfolio composes of 
about 1200 stocks from many different industries. To certain extent, the 
characteristics of any particular industry are already incorporated into the 
World Index. Moreover, the return of any individual industry in general 
is closely affected by the worldwide trend of the stock markets. Therefore, 
it is natural that the Industry Indexes are highly correlated to the World 
Index. 
As the two indexes are so highly correlated, there will be little 
improvement of the explanation power of the regression model when both 
indexes are incorporated in the same regression equation. It means just 
one of the best is important to incorporate into the model. 
j 
World Index and Average CPI 
The World Index shows a high negative correlation with the 
Average CPI, the correlation coefficient is -0.4677. However the 2-tail 
significance is just 0.028. 1 
37 
Fama15 proposed a money demand explanation of the negative 
relation between stock return and inflation. Using a traditional version of 
quantity theory of money demand, he claimed that lower anticipated 
growth rates of real activity (hence lower positive real stock returns) are 
associated with higher inflation rates. Lower activity implies a decrease 
in demand for real balances; with a fixed money supply, this can only be 
realized through a relative increase in goods prices, hence inflation. 
Assuming the above explanation is true. A drop of worldwide stock 
returns will push up the worldwide inflation rate and hence drive up the 
inflation of Hong Kong as most of the necessities are imported from 
abroad. Therefore, a negative correlation between the World index and 
the Average CPI is observed. 
Industry Indexes and Average CPI 
The Industry Indexes also show a high negative correlation to the 
average CPI. The explanation for the negative correlation is similar to the 
previous section. Hereby we note that the four selected industrial sectors 
all follow the general behaviour with respect to the inflation. 
15. Fama, "Stock Returns, Real Activity, Inflation and Money," American Economic 
Review, September 1981. 
38 
SRH Political And SRH Economic Confidence Indexes 
There is a high correlation between the SRH Political Confidence 
Index and the SRH Economic Confidence Index, the correlation coefficient 
is 0.5455 at 99% level of significance. 
•會： 
The high correlation of the two indexes are reasonable as the 
economy of Hong Kong is highly susceptible to the political events, 
especially in China. The incident of June 4 is an example the 
consequence of the political turbulence on the economy of Hong Kong. 
This phenomenon is expected to become more prominent when 
approaching 1997. 
Banking Portfolio 
5.1a Correlation of the Indexes 
The World Index and the Banking Index are highly correlated, the 
correlation coefficient is 0.8698 at 99.9% level of significance (see Table 
9). The Banking Index and the Average CPI also show a high negative 
correlation, the correlation coefficient is -0.4947 at 99% level of 
significance. 
Correlation of Returns and the Indexes 
From table 10, we note that the returns show a highest correlation 
with the world Index, with a correlation coefficient 0.5026 at 99% level of 
39 
significance. The Banking Index and the SRH Political Confidence Index 
are being the second and the third most correlated indexes. However both 
of these have level of significance less than 99%. In other words the 
World market trend is most important to the return of the banking • ‘ • i 
industry. 
Financial Services 
5.1b Correlation of the Indexes 广 
From table 11，the World Index and the Financial Services Index 
show a high correlation coefficient, 0.8835 at 99.9% level of significance. 
The Financial Services Index and the Average CPI also show a high 
negative correlation, the correlation coefficient is -0.5462 at 99% level of 
significance. 
Correlation of Returns and the Indexes 
From table 12，we note that the returns show a highest correlation 
with the SRH Political Confidence Index and the World Index. The 
correlation coefficients are 0.3322 and 0.2583 respectively. The order of 
importance is SRH Political Confidence Index, World Index, SRH 
Economic Confidence Index, EERI, Average CPI, and Financial Services 
Index respectively. The Political factor seems to be the most important 
factor to the return of the Financial Services. However, none of the 





















































































































































































































































































































































































































































































































































































































































































































































































































































































































Therefore the conclusion is less confirmed. 
It is surprising that the return of the Financial Services portfolio has 
such low correlation with the Financial Services Index (Correlation 
•命： 
coefficient = 0.0619). It seems no relationship between the performance 
of the local financial services sector and the financial services worldwide. 
Textile & Apparel “ 
5.1c Correlation of the Indexes 
From table 13，the correlation coefficient of the World Index and 
the Textile and Apparel Index is 0.9173 at 99.9% level of significance. 
The Correlation coefficient between the Textile and Apparel Index and the 
Average CPI is -0.5462. Here the level of significance for the correlation 
coefficient is less than 99%. 
Correlation of Returns and Indexes 
Table 14 shows that the World Index has highest correlation with 
• the returns. The Correlation coefficient is 0.4319. The order of 
correlation is World Index, SRH Political Confidence Index, Textile & 
Apparel Index, SRH Economic Confidence Index, Average CPI, and EERI 
respectively. Here we see that the World Index is most Important to the 
return of Textile and Apparel industry. Again as the significance level of 




































































































































































































































































































































































































































































are less confirmed. 
Real Estates 
5. Id Correlation of Indexes . � 
• t * 
Table 15 shows that the World Index and the Real Estate Index 
have a high correlation coefficient, 0.9069 at 99.9% level of significance. 
The correlation coefficient between the Real Estate Index and the Average 
GPI is -0.5893 at 99% level of significance. ^ 
Correlation of the Returns and the Indexes 
Table 16 shows that the order of correlation in magnitude is World 
Index (0.4518), Real Estate Index (0.3862)，SRH Political Confidence 
Index (0.3482), Average CPI (-0.4148)； EERI (-0.1541) , and SRH 
Economic Confidence Index (0.0700) respectively. Here we see that the 
World Index is the most Important to the return of Real Estates portfolio 
but the Real Estates Index and the Political Index are also significant. 
Again as the significance level of the correlation coefficients are less than 
99%, the results and conclusion are less confirmed. 
Here the return shows a negative correlation with the Effective 
Exchange Rate Index and the Average CPI. One possible reason for these 
negative correlation is that strong currency and high inflation are usually 
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， International Versus Domestic Factors 
5.2a Assuming that the domestic factors are.reflected adequately in the 
f ： 
three variables used in the study. From table 17，we note that the 
combination of the three International Factors (World Index, Industry 
Index, and Currency Index) show a consistent superiority in explaining the 
return of the four stock portfolios in comparing with that of the domestic 
factors (SRH Political Confidence Index, SRH Economic Confidence 
Index, and Average CPI). 
Table 17 
Relative Importance of International and Domestic Factors in Explaining Return 
of a Stock Portfolio (R2 of Regression on Factors) 
INTERNATIONAL DOMESTIC 
BANKING 0.33434 (0.0571)^ ‘ 0.05111 (0.8085) 
FINANCE 0.20278 (0.2419) 0.14261 (0.4164) 
TEXTILE 0.23356 (0.1781) 0.14419 (0.4109) 
REAL Estates 0.22495 (0.1944) 0.16140 (0.3542) 
"Note: ( ) - the Significance level of F test 
48 
The R2 is a measure of the correlation that tells us which of the factors is 
most important in explaining the return of a particular portfolio. The difference 
in R2 between the international factors and the domestic factors are greatest in 
the Banking portfolio. It suggests that the research on banking stocks should 
focus on the international factors. . The gaps for the other three portfolios are 
•» ： 
relatively closer, hence there is less clear cut conclusion on the focus of the 
research effort. However, the results do show a significant preference to the 
international factors. 
Individual Factors 
5.2b The R2 is a measure of the correlation that tells us which of the six 
factors is most important in explaining the return of a particular stock. As 
the various correlations do not add up; the six factors are correlated with 
each other (tables 9, 11，13，15). The overall R2 on the last column is 
revealed by running a multiple regression including all six factors. The 
overall R2 of four different industry portfolios range from 0.41829 to 
0.45014 (see table 18). ‘ 
Our results are inconsistent with previous findings from Solnik (see 
table 3). According to Solnik's findings, the Industry Index and Currency 
Index had high correlation with the returns of Hong Kong stock while the 
World Index had much lower correlation. However, our results indicate 
just the opposite, the World Index is the most important factor in three of 




































































































































































































































































































































































































































































































































































































Industry Indexes or the currency index is relative low in general. The 
discrepancy may be resulted from the difference in time span and 
composition of stocks selected in the studies. 
Banking 
• * * 
In our findings (see tables 19-24), World Index is the most 
important factors in determining the returns of the banking portfolio. It 
explains 25% of the variance of returns. On the other hand, all other 
factors are found to be insignificant in explaining the returns, including the 
Political Index. Even the Banking Index explains less than 10% of the 
return. This means that the return of banking sectors is largely affected 
by the world factors as a whole rather than the industrial factor or the 
domestic factors. Moreover we have already found that the Banking Index 
is closely related to the World Index (see Section 5.1a). It means that the 
research effort should focus on the general world market trend instead of 
• ^ 、 , , 一 . . . . . . . . 
the performance of banking industry or the domestic factors. 
Individual stocks behave similarly with that of the portfolio, except 
that some stocks may have some degree of variation. For example, Hang 
Seng Bank is affected mostly by the Banking Index (R2 = 29%) while Ka 
Wah Bank is affected mostly by the Currency Index of Hong Kong (R2 = 
21%). 
Currency Index shows a negative effect on the returns of the stock 
51 
Table 39 
Beta and R2 of Regression (Banking Sector) on Banking Index 
PORTFOLIO/ STOCK B SIG T R2 SIG. F 
PORTFOLIO 0.11241 0.1789 0.08809 0.1798 
BANK OF EAST ASIA 0.18016 0.1177 . 0.11789 0.1177 
HANG SENG BANK 0.21502 0.0092 0.29333 0.0092 
HONG KONG BANK 0.13645 0.1368 0.10725 0.1368 
KA WAH BANK -0.27571 0.2622 0.06927 0.2622 
UNION BANK -0,04477 0.8222 0.00288 0.8222 
WING LUNG BANK 0.16843 0.1150 0.11957 ^ -0.1150 
Table 20 
Beta and R2 of Regression (Banking Sector) on World Index 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 0.28564 0.0171 0.25256 0.0171 
BANK OF EAST ASIA 0.43175 0.0083 0.29983 0.0083 
HANG SENG BANK 0.31067 0.0128 ‘ 0.27187 0.0128 
HONG KONG BANK 0.30640 0.0208 0.23950 0.0208 
KA WAH BANK -0.00913 0.9818 0.00003 0.9818 
UNION BANK 0.18450 0.5402 0.02119 0.5403 
WING LUNG BANK 0.34483 0.0269 0.22193 0.0269 
52 
Table 21 
Beta and R2 of Regression (Banking Sector) on SRH Political Confidence Index 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 0.36581 0.3796 0.03880 0.3796 
BANK OF EAST ASIA -0.26002 0.6530 0.01031 0.6530 
HANG SENG BANK 0.53103 0.2170 0.07515 �0.2170 
HONG KONG BANK 0.33967 0.4575 0.02790 0.4575 
KA WAHBANK 0.42270 0.7246 0.00707 ; 0.7246 
UNION BANK 1.19915 0.1986 0.09005 0.1986 
WING LUNG BANK 0.61238 0.2472, 0.06634 0.2472 
Table 22 
Beta and R2 of Regression (Banking Sector) on SRH Economic Confidence Index 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 0.06389 0 .7730� 0.00426 0.7730 
BANK OF EAST ASIA -0.14848 0,6277 0.01198 0.6277 
HANG SENG BANK 0.07737 0.7387 0,05695 0.7387 
HONG KONG BANK 0.10116 0.6776 0.00882 0.6776 
KA WAH BANK -0.21771 0.7305 0.00676 0.7305 
UNION BANK -0.12830 0.8032 0.00354 0.8032 
WING LUNG BANK -0.09909 0.7278 0.00619 0.7278 
53 
Table 39 
Beta and R2 of Regression (Banking Sector) on EERI 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO -0.07566 0.8659 0.00146 0.8659 
BANK OF EAST ASIA -0.05634 0.9281 0.0042 0.9281 
HANG SENG BANK -0.28242 0.5480 0.01834 0.5480 
HONG KONG BANK -0.26748 0.5881 0.01492 0.5881 
KA WAH BANK 2.78660 0.0422 0.02991 0,0422 
UNION BANK -0.01009 0.9927 0.00000 ,:.0.9927 
WING LUNG BANK -0.08729 0.8802 0.00116 0.8802 
Table 24 
Beta and R2 of Regression (Banking Sector) on Average CPI 
� PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO -0.83212 0.5386 0.01919 0.5386 
BANK OF EAST ASIA -0.74656 0.6906 0.00809 0.6906 
HANG SENG BANK -0.35496 0.8027 0.00320 0.8027 
HONG KONG BANK -1.47176 0.3179 0.04985 0.3179 
KA WAH BANK 3.84438 0.3321 0.05231 0.3321 
UNION BANK 3.84429 0.2192 0.08261 0.2192 
WING LUNG BANK -1.35954 0.4322 0.03112 0.4322 
. ‘ . j • 
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(see Table 24). The greater the increase of the index, the greater the 
decrease of the returns will be. It is different from the general conclusion 
of stock market return where the influence of exchange rates is very weak 
and usually positive16. The high interest rate associated with strong 
currency may be a reason for the negative beta of the Currency Index. 
• i ' 
The high interest rate increases the banks，cost of capital and threaten the 
business, i.e., mortgage and commercial loan. 
Financial Services ’： 
In contrast to other industrial sectors, the most important factor 
that affects the returns is the political perception of Hong Kong (as 
reflected by the SRH Political Confidence Index where R2 = 11%). The 
second most significant factor is the World Index (R2 = 6.7%). Other 
factors are rather unimportant (see tables 25-30). The domestic 
perception about Hong Kong's political conditions has great effect in 
explaining the returns in this sector. However, with reference to results of 
multiple regression (Table 18), the international factors have a higher 
overall explanatory power. 
It means the international factors should be the base of the 
research, particularly the worldwide market trend. On the other hand, the 
domestic political factor should be taken into account. 
16. Bruno Solnik, "International Investments," Addison Wesley, 1988. p. 131. 
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Table 33 
Beta and R2 of Regression (Financial Services Sector) on Financial Services Index 
PORTFOLIO/ STOCK JB SIG. T R2 SIG. F 
PORTFOLIO 0.03055 0.7843 0.00383 0.7843 
ALLIED INV. CO. 0.06463 0.3896 , 0.03723 0.3896 
HK BUILDING AG. 0.02463 0.8572 0.00166 0.8572 
LONDON & PAC. INS. -0.01538 0.8137 0.00284 0.8137 
ONG HOL. (HK) LTD. 0.05050 0.6809 0.01019 0.6809 
PUB. FIN. HK LTD. -0.14322 0.1664 0.09348 0.1664 
PUB. INTER, INV. -0.04853 0.7999 0.00329 0.7999 
SUN HUNG KAI& CO. 0.20857 0.1027 0.12761 0.1027 
TEK LEE FINANCE -0.26855 0.1370. 0.11259 0.1370 
Table 26 
Beta and R2 of Regression (Financial Services Sector) on World Index 
二 PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 0.29229 0.2458 0.06673 0.2458 
ALLIED INV. CO. 0.30528 0.0673 ‘ 0.15766 0.0673 
HK BUILDING AG. -1.3627 0.6639 0.00964 0.6639 
LONDON & PAC. INS. 0.06451 0.6662 0.00949 0.6662 
ONG HOL. (HK) LTD. 0.43161 0.1053 0.14689 0.1053 
PUB. FIN. HK LTD. 0.02177 0.9287 0.00041 0.9287 
PUB. INTER. INV. -0.04853 0.5268 0.00329 0.5268 
SUN HUNG KAI & CO. 0.73425 0.0083 0.30018 0.0083 
TEK LEE FINANCE -0.59068 0.1552 0.10341 0.1552 
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Table 33 
Beta and R2 of Regression (Financial Services Sector) on SRH Political 
Confidence Index 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 1.22818 0.1309 0.11036 0.1309 
ALLIED INV. CO. 0.88855 0.1041 0,1266 0.1041 
HK BUILDING AG. 0.85092 0.4003 0.3561 0.4003 
LONDON & PAC. INS. -0.05780 0.9055 0.0072 0.9055 
ONG HOL. (HK) LTD. 0.74391 0.3982 0.42320 0.3982 
PUB. FIN. HK LTD. 0.71864 0.3583 0.04234 - 0.3583 
PUB. INTER. INV. 2.10225 0.1297 0.11100 "0.1297 
SUN HUNG KAI & CO. 0.93282 0.3382 0.04592 0.3382 
TEK LEE FINANCE 1.63965 0.2316 0.07439 0.2316 
Table 28 
Beta and R2 of Regression (Financial Services Sector) on SRH Economic 
Confidence Index 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 0.25596 0.5603 0.01724 0.5603 
ALLIED INV. CO. -0.3382 0.9101 0.00065 0.9101 
HK BUILDIN G AG. 0.17750 0.7424 0.00552 0.2424 
LONDON & PAC. INS. -0.13686 0.5943 0.01444 0.5943 
ONG HOL. (HK) LTD. 0.39051 0.4596 0.03258 0.4596 
PUB. FIN. HK LTD. 0.31124 0.4542 0.02831 0.4542 
PUB. INTER. INV, 0.35366 0.6393 0.01120 0.6393 
SUN HUNG KAI & CO. 0.15459 0.7669 0.00450 0.7669 
TEK LEE FINANCE 0.48601 0.5180 0.02232 0.5180 
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Table 39 
Beta and R2 of Regression (Financial Services Sector) on EERI 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 0.41097 0.6441 0.01088 0.6441 
ALLIED INV. CO. -0.15162 0.8032 0.03185 0.8032 
HK BUILDING AG. 1.62228 0.1285 0.11166 0.1285 
LONDON & PAC. INS. 0.22199 0,6712 0.09194 0.6712 
ONG HOL. (HK) LTD. 0.99235 0.3222 0.05764 0.3222 
PUB. FIN. HK LTD. 0.03749 0.9649 0 .00010…0.9649 
PUB. INTER. INV. 1.88906 0.2102 0.07732 " 0.2102 
SUNHUNGKAI& CO. -0.14485 0.8914 0.00096 0.8914 
TEK LEE FINANCE 0.57363 0.7010 0.00794 0.7010 
Table 30 
Beta and R2 of Regression (Financial Services Sector) on Average CPI 
PORTFOLIO/ STOCK B SIG. T ' R2 SIG. F 
PORTFOLIO 1.15850 0.6680 0.00939 0.6680 
ALLIED INV. CO. 0.50840 0.7813 0.00394 0.7813 
HK BUILDING AG. 2.70840 0.4090 0.03434 0.4090 
LONDON & PAC. INS. 0.18015 0.9091 0.00067 0.9091 
ONG HOL. (HK) LTD. -0.42865 0.8900 0.00116 0.8900 
PUB. FIN. HK LTD. 0.88550 0.7293 0.00612 0.7293 
PUB. INTER. INV. -2.03893 0.6589 0.00994 0.6589 
SUN HUNG KAI & CO. -0.16870 0.9579 0.00014 0.9579 
TEK LEE FINANCE 6.66663 0.1317 0.11551 0.1317 
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The variation of individual stocks is not so significant in this sector 
and the results are similar to that of the portfolio. 
Textile & Apparel 
. T h e most important factor in explaining the returns of the stocks 
and the portfolio of Textile and Apparel is again the World Index (R = 
18%). However, it is no longer the dominant one. The Political Index 
and the Industrial Index can offer a greater than 10% of explanation (13% 
and 11% respectively). All other factors contribute only a little in 
explaining the returns of the individual stock and the portfolio (see tables 
31-36). 
The findings confirm the previous findings in correlation (see 
Section 5.1c) where the World factor, political factor, and the industrial 
factors are all important determining factors of the returns. In this case 
no particular factor is found to be outstandingly important, there is no 
clear cut guideline for the allocation of research effort. Again the research 
effort on international factors are favoured but the political impact is also 
important. 
Individual variations do give some interesting results. The political 
and economic perception of Hong Kong explain a great portion of the 
returns of Hong Kong Wordsted Mill and Island Dyeing (all of them has 
a greater 10% of explanation). 
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Table 31 
Beta and R2 of Regression (Textile & Apparel Sector) on Textile & Apparel 
Index 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 0.28931 0.1216 0.11559 0.1216 
CROCODILE 0.18626 0.3164 0.05015 0.3164 
HK WORDSTED MILL 0.67885 0.0501 0.20728 0.0501 
ISLAND DYEING 0.10646 0.6879 0.00918 0.6879 
SOUTH SEA TEXTILE 0.19148 0.3130 0.05084 0.3130 
UNISON KNITTING 0.74599 0.0728 0.15954 / 0.0728 
YANGTZEKIANGINV. 0.68135 0.0219 0.22323 #0.0219 
Table 32 
Beta and R2 of Regression (Textile & Apparel Sector) on World Index 
；v PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 0.50478 0.0447 0.18653 0.0447 
CROCODILE 0.25337 0.3212 ‘ 0.04920 0.3212 
HK WORDSTED MILL 0.93520 0.0479 0.21081 0.0479 
ISLAND DYEING 0.52765 0.1334 0.12067 0.1334 
SOUTH SEA TEXTILE 0.34288 0.1823 0.08714 0.1823 
UNISON KNITTING 1.33754 0.0177 0.26181 0.0177 
YANGTZEKIANG INV. 0.75017 0.0264 0.02565 0.0264 
C ‘ ‘ 
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Table 33 
Beta and R2 of Regression (Textile & Apparel Sector) on SRH Political 
Confidence Index 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 1.39292 0.0951 0.13305 0.0951 
CROCODILE 1.68420 0.0338 0.20606 0.0338 
HK WORDSTED MILL 1.23547 0.4139 0.03963 0.4139 
ISLAND DYEING 1.91854 0.0677 0.17357 0.0677 
SOUTH SEA TEXTILE 1.19575 0.1524 0.09964 ‘ 0.1524 
UNISON KNITTING -0.34770 0.9182 0.00578 0.9182 
YANGTZEKIANGINV. 0.75017 0.4765 , 0.02565 0.4765 
Table 34 
Beta and R2 of Regression (Textile & Apparel Sector) on SRH Economic 
Confidence Index 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 0.48185 0.2835 0.05726 0.2835 
CROCODILE 0.42306 0.3360 0.04635 0.3360 
HK WORDSTED MILL 0.28229 0.7313 0.00712 0.7313 
ISLAND DYEING 1.09887 0.0446 0.20568 0.0446 
SOUTH SEA TEXTILE 0.86326 0.0456 0.18512 0.0456 
UNISON KNITTING 0.36952 0.7433 0.00148 0.7433 
YANGTZEKIANG INV. 0,17837 0.7505 0.00517 0.7505 
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Table 33 
Beta and R2 of Regression (Textile & Apparel Sector) on EERI 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 0.36373 0.6924 0.00799 0.6924 
CROCODILE 0.02886 0.9745 0.00005 0.9745 
HK WORDSTED MILL 0.83414 0.6604 0.01162 0.6604 
ISLAND DYEING 0.72093 0.5990 0.01567 0.5990 
SOUTH SEA TEXTILE 0.23505 0.7989 0.00332 0.7989 
UNISON KNITTING -4.24599 0.8687 0.02196 - 0.8687 
YANGTZEKIANGINV. 0.71988 0.5263 0.02038 "0.5263 
Table 36 
Beta and R2 of Regression (Textile & Apparel Sector) on Average CPI 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO -1.98102 0.4758 0.02573 0.4758 
CROCODILE -2.96412 0.2688 - 0.06075 0.2688 
HK WORDSTED MILL -5.90517 0.2770 0.06907 0.2770 
ISLAND DYEING -2.0622 0.9580 0.00016 0.9580 
SOUTH SEA TEXTILE -4.63206 0.0835 0.14231 0.0835 
UNISON KNITTING 0.50988 0.5215 0.23588 0.5215 
YANGTZEKIANG INV. -1.15954 0.7355 0.00583 0.7255 
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Real Estates 
As in other portfolios, the most important factor that can explain 
the returns of the sector is the World Index (R2 = 20%). The second 
most important factor is the Industrial Index (R2 = 14%). Another factor 
which can offer a greater. than 10% explanation of the returns is the 
political perception of Hong Kong (R2 = 12%). All the other factors are 
relatively insignificant. They can provide only less than 5% of explanation. 
i 
The relatively lower importance of political factor is a little bit 
surprising as the real estates sector is usually susceptible to political 
influence. In the real estates sector the findings are favourable for the 
international factors, especially the worldwide market trend, however, the 
political factor also show some significant in influencing the return. 
CPI negatively affects the returns of stock as the majority of the 
Betas have negative values even though this factor has very little 
significance in explaining the return of the stock. Currency Index also 
shows similar effect though the effect is less profoundly than that of CPI. 
The high interest rate associates with high inflation and strong currency 
may be a possible reason for the phenomenon. The high interest rate 
increases the interest payment of mortgage and lowers the purchasing 
power and desire for real estate. 
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Table 39 
Beta and R2 of Regression (Real Estates Sector) on Real Estates Index 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 0.20467 0.0759 0.14912 0.0759 
CENTURY CITY 0.18553 0.3689 0.42680 0.3689 
CHEUNG KONG 0.23077 0.1071 0.12458 0.1071 
GOLDEN HILL 0.24674 0.1793 0.08828 0.1795 
HANG LUNG DEV. 0.18942 0.1170 0.11832 0.1170 
HENDERSON LAND 0.27266 0.0599 0.16597 0.0599 
HONG KONG LAND 0.09888 0.2183 0.07475 “ 0.2183 
HYSAN DEV. 0.19329 0.0650 0.16011 0.0650 
NEW WORLD DEV. 0.31110 0.0153 0.26018 0.0153 
OXFORD PROP. -0.0001 0.9996 0.00000 0.9996 
SINOLAND 0.21557 0.1870 0.08539 0.1870 
SHK PROP. 0.32485 0.0126 0.27311 0.0126 
TAI CHEUNG 0.17913 0.0818 0.14380 0.0818 
HOLDING 
� TAI SANG LAND 0.21729 0.2386 0.06871 0.2386 
I • 潘 中 文 大 學 圓 當 館 轼 書 I 
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Table 38 
Beta and R2 of Real Estates Sector on World Index 
PORTFOLIO/ STOCK B SIG. T R2 ’ SIG. F 
PORTFOLIO 0.38569 0.0348 0.20413 0.0348 
CENTURY CITY 0.46871 0,1436 0.10910 0.1436 
CHEUNG KONG 0.44704 0.0494 0.17960 0.0494 
GOLDEN HILL 0.62692 0.0281 0.21897 0.0281 
HANG LUNG DEV. 0.16938 0.3954 QtQ3635 0.3954 
HENDERSON LAND 0.46858 0.0432 0.18893 ^).0432 
HONG KONG LAND 0.21153 0.0967 0.13187 0.0967 
HYSAN DEV. 0,36477 0.0280 0.21907 0.0280 
NEW WORLD DEV. 0.51857 0.0117 0.27773 0.0117 
OXFORD PROP* 0.17159 0.5962 0.01429 0.5962 
SINOLAND 0.41199 0.1145 0.11982 0.1145 
SHKPROP. 0.54073 0.0096 0.29072 0.0090 
TAI CHEUNG 0.31428 0.0565 0.17007 0.0565 
TAI SANG LAND 0.57682 0.0451 0.18602 0.0451 
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Table 39 
Beta and R2 of Regression (Real Estates Sector) on SRH Political Confidence 
Index 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 0.97107 0.1123 0.12121 0.1123 
CENTURY CITY 0.99153 0.3614 0.04401 0.3614 
CHEUNG KONG 0.49632 0.5201 0.20980 0.5201 
GOLDEN HILL 1,13845 0.2396 0.68440 0.2396 
HANG LUNG DEV. 1.00041 0.1140 0.12019 0.1140 
HENDERSON LAND 1.51474 0.0457 0.18495 0.0457 
HONG KONG LAND 0.54318 0.1979 0.08145 0.1979 
HYSAN DEV. 0.55381 0.3280 0.04787 0.3280 
NEW WORLD DEV. 1.08412 0.1225 0.11505 0.1225 
OXFORD PROP. 1.13635 0.2743 0.05941 0.2743 
SINOLAND 1.58009 0.0589 0.16706 0.0589 
SHK PROP. 1.32225 0.0609 0.16478 0.0609 
TAI CHEUNG 0.62373 0.2579 0.06349 0.2579 
TAI SANG LAND 1.50767 0.1135 0.12046 0.1135 
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Table 33 
Beta and R2 of Regression (Real Estates Sector) on SRH Economic Confidence 
Index 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO 0.10302 0,7568 0.00491 0.7568 
CENTURY CITY -0.41430 0.5187 0.02225 0.5187 
CHEUNG KONG 0.06446 0.8753 0.01260 0.8753 
GOLDEN HILL 0.03013 0.9540 0.00170 0.9540 
HANG LUNG DEV. 一0.06366 0.8540 0.00173 0.8540 
HENDERSON LAND 0.01591 0.9698 0.00075 0.9698 
HONG KONG LAND 0.02888 0.8988 0.00835 0.8988 
HYSAN DEV. 0.11459 0.7053 0.00731 0.7053 
NEW WORLD DEV. 0.14115 0.7122 0.00695 0.7122 
OXFORD PROP. -0.14115 0.6068 0.01349 0.6068 
SINOLAND -0.28678 0.2925 0.05521 0.2925 
SHK PROP. 0.48112 0.7601 0.00477 0.7601 
TAI CHEUNG 0.07660 0.7962 0.00341 0.7962 
TAI SANG LAND -0.17565 0.7356 0.00583 0.7356 
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Table 33 
Beta and R2 of Regression (Real Estates Sector) on EERI 
PORTFOLIO/ STOCK B SIG. T R2 ； SIG. F 
PORTFOLIO -0.45792 0.4936 0.23741 0.4936 
CENTURY CITY 0.10172 0.9309 0.00410 0,9309 
CHEUNG KONG -0.23821 0.7753 0.00417 0.7753 
GOLDEN HILL 0.07497 0.9437 0.00260 0.9437 
HANG LUNG DEV. -1.24638 0.0643 0.16094 0.0643 
HENDERSON LAND -0.46248 0.5848 0.01518 广 0.5848 
HONG KONG LAND -0.26186 0.5669 0.01667 0.5669 
HYSAN DEV. -0.48854 0.4248 0.03213 0.4248 
NEW WORLD DEV. -0.78812 0.3053 0.05245 0.3053 
OXFORD PROP. 1.51435 0.1724 0.09102 0.1724 
SINOLAND -0.79133 0.3967 0.03615 0.3967 
SHK PROP. -0.53795 0.4955 0.02353 0.4955 
TAI CHEUNG -0.54427 0.3620 0.04170 0.3620 
TAI SANG LAND -0.12400 0.9068 0.00703 0.9068 
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Table 42 
Beta and R2 of Regression (Real Estates Sector) on Average CPI 
PORTFOLIO/ STOCK B SIG. T R2 SIG. F 
PORTFOLIO -1.93743 0.3371 0.01613 0.3371 
CENTURY CITY 0.98644 0.7869 0.03940 0.7869 
CHEUNG KONG -3.44962 0.3239 0.04865 �0.3239 
GOLDEN HILL -2.61756 0.4083 0.03444 0.4083 
HANG LUNG DEV. -1.88015 0.3697 0.04041 0.3697 
HENDERSON LAND -2.37777 0.3512 0.04357 ：； 0.3512 
HONG KONG LAND -1.80083 0.1864 0.08560 0.1864 
HYSAN DEV. -1.38015 0.4543 0.02829 0.4543 
NEW WORLD DEV. -3.04198 0.1847 0.08622 0.1847 
OXFORD PROP. 3.42366 0.3106 0.05133 0.3106 
SINQLAND -3.70534 0.1815 0.08744 0.1815 
SHKPROP. -2.62519 0.2645 0.06182 0.2645 
TAI CHEUNG -1.67252 0.3519 0.04345 0.3519 
TAI SANG LAND -1.08015 0.7344 0.00588 0.7344 
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CHAPTER VI 
•� ’ A, 
CONCLUSION 
6 In general the international factors are more important than the 
domestic factors on the returns of the four industries though the degree of 
superiority is different among the industries. Among the international 
factors, the World Index is the most important one. The industrial index 
usually has a much lower effect. Although the domestic factors on the 
whole are less important than the international factors, the political factor 
is very important in all four industries. It is the most determining single 
factor in the Financial Services sector. The influence of the CPI, exchange 
rates and the economic confidence are all very weak. The weak influence 
of exchange rates may be regarded as a pleasant result in our times of 
highly volatile and unpredictable exchange rates. 
In sum the research effort is favourable to the international factors 
which is different from the previous findings where the domestic factors 
are more important. As World Index is more significant than the Industry 
Index and the two are highly correlated, the research effort on the world 
market trend should place the first priority. At the same time, the 
investors should keep a close look at the political factor. The political 
influence is supposed to be more prominent in the coming years. 
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Banking 
6.1 Return of banking sector is affected mostly by the world index. It 
means investors who invest in the stocks of banking should pay more 
attention on the international stock market movements rather than 
concentrate on the individual industrial sectors or the domestic factors. 
Financial Services 
6.2 Return of the financial sector is mostly affected by the political 
« 
perception of Hong Kong. Such survey conducted by SRH is mainly used 
to assess the local confidence of Hong Kong future. Hence, it can be said 
that return of this industry is mainly affected by the perception of the 
future. Hence, for investment in the stock of this industry, the investors 
should keep a close look at the local as well as Sino-British political 
climate in analyzing the stock returns. 
Textile and Apparel 
6.3 The returns of the textile and Apparel sector are mainly affected by 
the world stock market movements, the political factor and the industrial 
factor in order of significance. Here the worldwide market movements 
and the industrial factor are both significant. As mentioned before, the 
two indexes are highly correlated, the priority should be given to the 
worldwide market movement researches. Again the political factor has 
an important effect on the return. Therefore, investors should also pay 
attention on political issues. 
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Real estates 
6.4 The return of the real estates sector is mainly related to the World 
Index, the Real Estate Index and the Political Index. It can be said that 
the returns of these industries are affected by both international and 
domestic factors. On a closer examination of the factors, we discover that 
international factors contribute greater explanation of the behaviour of the 
stocks. Thus, even though real estate is predominantly a domestic 
industry, investors have to pay great attention to the international stock 
market movements and industrial trends. 
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CHAPTER YII 
RECOMMENDATION FOR FURTHER RESEARCH 
7 Our research is focused on the stocks from four industrial sectors, 
- namely banking, financial services, textile & apparel, and real" estate. 
However, such choice of sectors is incomplete in analyzing the stocks 
performance of Hong Kong's stock market. Hence, we recommend that 
future research should extend to other industrial sectors as well so as to 
give a more complete picture of Hong Kong's stock market. 
We have chosen only six factors in analyzing the stocks. However, 
the total explanatory power is less than 0.5，the factors adopted are 
inadequately to reflect all the determining factors. Therefore, more factors 
for analysis are recommended. For example, the Gross Domestic Product, 
GDP (if the test period is long enough) and the real interest rates may be 
used as the domestic factors. Other economic indicators such as the GNP 
(Gross National Product),, money supply and inflation rate of G7 may be 
used as international factors which may have significant influence on Hong 
Kong's stock market. 
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With the approach of 1997, we suspect that the influence of China 
will become more and more important. Hence, in the future research, 
•some China factors should be taken into account. The suggested factors 
include GNP and foreign currency reserve of China. 
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APPENDIX 6 
The Composition of Effective (Trade-weighted) Exchange Rate Index 
1, Weights Attached To The 15 Selected Currencies For Calculating The 
Trade Weighted iExchange Rate Index 
Trade weights 
Selected 1981 1984-86 
Trading Partners Currencies (%) (%) 
Australia Dollar 2.74 ‘ 2.29 
Belgium Frane 1,23 0.77 
Canada Dollar 1.65 1,78 
China Renminbi 17.99 27.06 
France Frane 1.69 1.47 
Germany, F.R. Deutsche Mark 5.19 4.08 
Italy Lira 1.34 1.32 
Japan Yen 16.81 15.09 
Netherlands Guilder 1.21 1.04 
Singapore Dollar 7.26 4.43 
South Korea Won 3.58 4.01 
Switzerland Franc 2.21 1.62 
Taiwan Dollar 6.83 6.20 
United Kingdom Sterling 7.15 5.01 
U.S. A. Dollar 23.14 23.83 
Source: Hong Kong Monthly Digest of Statistics, January 1981 & November 1987. 
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APPENDIX 2 
Method of Compilation of EERI 
For each working day, closing buying and selling telegraphic transfer rates 
in terms of the Hong Kong dollar for the 15 selected currencies are�collected 
from the local foreign exchange market. (The exchange rates between the 
renminbi and the Hong Kong dollar are obtained from the Nanyang Commercial 
Bank Ltd. while the rest are obtained from Hang Seng bank Ltd.) For calculating 
the effective exchange rate indexes, middle-market rates (being the mid-points of 
buying and selling rates) are employed As the U.S. dollar is used as the basis for 
comparison. Cross rates in terms of the U.S. dollar are first derived. These cross 
rates are then compared with the Smithsonian central rates on 18 December 1971 
to form nominal indexes of these currencies against the U.S. dollar. The nominal 
indexes are then weighted by the trade weights and the effective (trade -weighted) 
exchange rate index is derived from the following formula: 二 
Appreciation or depreciation of HK$ in terms of US$ 
Appreciation or depreciation of the 15 selected currencies in terms 
of US$ 
Nominal index of the HK$ 
Weighted average of the nominal indexes for the 15 selected 
currencies 
Remark: Before 28 September 1987, The EERI is using the Arithmetic Averaging in the . 
calculation. 




METHOD OF COMPILATION OF SRH CONFIDENCE INDEXES 
I. SRH Economic Confidence Index 
Relevant question include: 
1. How would you rate the present economic situation in Hong Kong: 
good, average, bad? 
2. Compared to 1988, do you feel the economic situatibn of Hong 
Kong in the whole of 1989 will improve, will remain about the 
same, or will deteriorate? 
t 
3. Do you feel financial situation in 1989，compared to 1988, will 
improve, will remain about the same, or will deteriorate? 
Calculation of Index - An Example (November 1989) 
Ql. 939 X 3 + 2431 X 2 + 496 X I 
3866 
= 2.11 
Q2. 475 X 3 + 1534 X 2 + 1856 X 1 
3865 
= 1.64 
Q3. 1042 X 3 + 2017 X 2 + 802 X 1 
3861 
= 2.06 
(2.11 + 1.64 + 2.06) X Index point ^of Last rounds 
5.77(sum of last round) 





II. SRH Political Confidence Index 
Relevant question include: 
Which of these statements best describes your attitude towards the 
future of Hong Kong? (Read out answer) 
I am very confident about the future of Hong Kong 
I am quite confidence about the future of Hong Kong 
I am not quite confident about the future of Hong Kong 
I am not at all confident about the future of Hong Kong 
Calculation of Index - An example (November 1989) 
466 X 4 + 1858 X 3 + 1338 X 2 + 202 X 1 
3864 ‘ 
… = 2 . 6 7 . 辦 





WEIGHTS FOR THE NEW CONSUMER PRICE INDEXES BY SECTION 
OF 
COMMODITIES/SERVICES 
Section of Weights 
commodities/services CPI(A) CPI(B) Hang Seng CPI 
Foodstuffs 45.48 38.92 29.88 
Housing 15.31 20.16 25.77 
Fuel and light 3.41 2.76 2.35 二 
Alcoholic drinks 
and tobacco 2.57 1.67 1.20 
(for home consumption) 
Clothing and footwear 5.24 6.98 7.93 
Durable goods 5,72 5.60 5.82 
Miscellaneous goods 5.84 6.06 5.89 
Transport and Vehicles 6.79 6.83 7.10 
Services 9.64 11.02 13.96 
Total 100.00 100.00 100.00 
Source: Hong Kong Monthly Digest of Statistics, May 1986 
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APPENDIX 5 
COMPOSITION OF THE PORTFOLIOS 
BANKING 
023 Bank of East Asia 
Oil Hang Seng Bank 
005 Hong Kong Bank 
183 Ka Wah Bank 
349 Union Bank 
096 Wing Lung Bank 
FINANCIAL SERVICES ‘ 
021 Allied Investor's Co. Ltd. 
145 HK Building & Loan Agency Ltd. 
197 London & Pacific Insurance Co. 
218 Ong Holding (HK) Ltd. 
226 Public Finance HK Ltd. 
227 Public International Investment Ltd. 
086 Sun Hung Kai & Co. Ltd. 
265 Tek Lee Finance 
TEXTILE & APPAREL 
122 Crocodile 
154 HK Wordsted Mill 
172 Island Dyeing 
250 South Sea Textile 





355 Century City 
001 Cheung Kong 
•140 Golden Hill 
010 Hang Lung Development 
012 Henderson Land , 
007 HK Land Hold 
160 Hon Kwok Land 
014 Hysan Development 
017 New World Development 
220 Oxford Property 
247 Sinoland 
016 SHK Property 
088 Tai Cheung Hold 
089 Tai Sang Land ‘ 
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APPENDIX 6 
SRH CONFIDENCE INDEX 
SRH Political SRH Economic 
Confidence Index Confidence Index 
1985 January 100 100 
May 101 105 
September 98 94 
November 97 94 
1986 January 95 96 
April 95 96 
August 94 " 100 
October 94 1Q4 
1987 . February 95 106 
April 93 103 
June 95 105 
October 96 109 
1988 January 96 99 
May 96 101 
July 96 103 
October 95 102 
1989 January 95 104 
April 89 101 
May 85 97 
June 82 85 
July 86 86 
October 86 89 
November 88 90 
1990 January 88 90 
April 88 92 
June 90 94 
October 91 87 
1991 January 91 81 
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APPENDIX 10 
SPSS MULTIPLE REGRESSION RESULTS (BANKING PORTFOLIO) 
Equation Number 1 Dependent Variable . . RETURN RETURN 
Beginning Block Number 1. Method: Stepwise 
Equation Number 1 Dependent Variable . . RETURN RETURN 
Variable(s) Entered on Step Number 
1 . . WORLD WORLD INDEX 
Multiple R .50255 
R Square .25256 
Adjusted R Square .21519 
Standard Error .04190 
Analysis of Variance 
DF Sum of Squares Mean Square 
Regression 1 .01186 .01186 • 
Residual 20 .03511 .00176 
F = . 6.75803 Signif F = .0171 户： 
- - - - - - Variables in the Equation 
Varfable B SE B Beta T Sig T 
WORLD .28564 .10988 .50255 2.600 .0171 
(Constant) -5.43920E-03 .01047 - .520 .6090 
.-，-.-:Variables not in the Equation 
Variable Beta In Partial Min Toler T Sig T 
BANK -.57633 - .32893 .24347 -1 .518 .1454 
SRHP .26568 .30478 .98361 1.395 .1792 
SRHE .16853 .19127 .96274 .849 .4062 
CURR .05439 ,06188 .96732 .270 .7899 
AVGCPI .12356 .12632 .78121 .555 .5853 
• 'L . 
Variable(s) Entered on Step Number 
2 . . BANK BANKING INDEX 
Multiple R ‘ .57743 
R Square .33343 
Adjusted R Square .26326 
Standard Error .04060 
Analysis of Variance 
DF. . Sum of Squares Mean Square 
Regression 2 .01566 .00783 
Residual 19 ,03131 .00165 
F = 4.75205 Signif F = ,0212 
83 
Variables in the Equation -
Variable B SE B Beta T Sig T 
WORLD .57056 .21576 1.00384 2.644 .0160 
BANK : . 2 1 8 2 9 .14378 - .57633 -1 .518 .1454 
(Constant) -7.81974H-03 .01026 - . 762 .4554 
. . . V a r i a b l e s not in the Equation • � - - - -
Variable Beta In Part ia l Min Toler T Sig T 
SRHP .29032 .35155 ,23922 1.593 .1285 
SRHE .16935 .20353 .24108 .882 .3894 
CURR - .03202 • .03692 .22305 - . 1 5 7 .8772 
AVGCPI .06124 .06494 .23359 .276 .7856 
Variable (s ) Entered on Step Number 
3 . . SRHP SRH POLITICAL 
Multiple R .64483 ' 
R Square .41581 
Adjusted R Square .31845 
Standard Error .03905 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 3 .01953 .00651 
Residual 18 .02744 .00152 
F = A.27064 Signi f F = .0192 
_ - _ - • » • • _ ‘ • var iab le s in the Equation -»--“----，--_•，-_-
Variable B SE B Beta T Sig T 
WORLD .61463 .20935 1.08137 2.936 .0088 
BANK - .23587 .13873 - .62274 -1 .700 .1063 
SRHP .53914 .33840 .29032 1.593 .1285 
(Constant) -6.66114E-03 9.89727E-03 - . 6 7 3 .5095 
Variables not in the Equation *，， 
Variable Beta In Part ia l Min Toler T Sig T 
SRHE .01738 .01883 .23896 .078 .9390 
CURR -3.326E-03 - .00408 .22251 - , 0 1 7 .9868 
AVGCPI .16838 .18295 .23348 .767 .4535 
Varfable ( s ) Entered on Step Number 
4 . . AVGCPI AVERAGE CPI 
Mult iple R .65982 
R Square .43536 
Adjusted R Square .30251 
Standard Error .03950 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 4 .02045 .00511 
Residual 17 .02652 .00156 
F = 3.27696 Signif F = .0365 
84 
Variables in the Equation -
Variable B SE B Beta T Sig T 
WORLD .63568 .21356 1.11842 2 .977 .0085 
BANK - .21538 .14286 - .56865 -1 .508 .1500 
SRHP � .61652 .35688 .33199 1.728 .1022 
AVGCPI 1.01131 1.31808 .16838 .767 ,4535 
(Constant) - .02658 .02782 - .955 .3528 
- - — - V a r i a b l e s not in the Equation -
Variable Beta In Part ia l Min Toler T Sig T 
SRHE .02104 .02317 ,23288 .093 .9273 
CURR - .04113 - .04983 .21943 - . 2 0 0 ,8443 
Var iab le ( s ) Entered on Step Number 
5 . . CURR CURRENCY 
$ 
Multiple R .66088 
R Square. .43676 ^ 
Adjusted R Square .26075 
Standard Error ,04067 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 5 .02052 .00410 
Residual 16 .02646 .00165 
F - 2.48146 S igni f F = .0759 
_，-»-_«___•__••«•_ Variables in the Equation 
Variable B SE B Beta T Sig T 
WORLD .64401 .22378 1.13308 2.878 .0109 
BANK - .22280 .15170 - .58825 -1 .469 .1613 
SRHP -61475 .36752 .33103 1.673 .1138 
AVGCPI 1.07760 1.39703 .17942 .771 .4517 
CURR - .08139 .40785 - .04113 - . 200 .8443 
(Constant) - .02812 .02966 - . 9 4 8 .3573 
— — Variables not in the Equation - - — -
Variable Beta In Part ia l Min Toler T s i g T 
SRHE .02715 .02971 .21936 .115 .9099 
Var iab le ( s ) Entered on Step Number 
6 . . SRHE SRH ECONOMIC 
Mult iple R .66126 
R Square .43726 
Adjusted R Square .21217 
Standard Error .04198 
Analys is of Variance 
DF. Sum of Squares Mean Square 
Regression 6 .02054 .00342 
Residual 15 .02644 .00176 
F = 1.94257 Signif F = .1391 
85 
Variables in the Equation - - - -
Variable B SE B Beta T Sig T 
WORLD .64557 .23142 1.13583 2.790 .0137 
BANK • ‘ - . 2 2 2 4 8 .15664 - .58739 -1 .420 .1760 
SRHP .58802 .44477 .31665 1.322 .2060 
AVGCPI 1.08612 1.44410 .18083 .752 .4636 
CURR - .08753 .42440 - .04423 - . 206 .8394 
SRHE .02659 .23096 .02715 .115 .9099 
(Constant) - .02847 .03077 - .925 .3696 




PORTFOLIO SPSS MULTIPLE REGRESSION RESULTS (FINANCIAL SERVICES) 
Equation Number 1 Dependent Var iab le . . RETURN RETURN 
Beginning Block Number 1. Method: Stepwise 
Var iab le ( s ) Entered on Step Number 
1 . . SRHP SRH POLITICAL 
Mult iple R .33220 
R Square .11036 
Adjusted R Square .06588 
Standard Error .09101 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 1 .02055 .02055 
Residual 20 .16564 .00828 
F = 2.48100 Sfgnif F = .1309 
: " “ " " “ “ “ “ “ “ V a r i a b I e s in the Equation — — 
Variable B SE B Beta T Sig T 
SRHP 1.22818 .77974 .33220 1.575 .1309 
(Constant) .02293 .01971 1.163 .2584 
— _ - - - V a r i a b l e s n o t i n t h e Equa t i on - - - - - - - - - -
Variable Beta In Part ia l Min Toler T Sig T 
FIN .07558 .08007 .99834 .350 .7301 
WORLD .30586 .32161 .98361 1.481 .1551 
SRHE - .07105 - .06314 .70245 - . 2 7 6 .7857 
CURR .13424 .14178 .99243 .624 .5399 
AVGCPI .16849 .17517 .96157 .776 .4476 
Var iab le ( s ) Entered on Step Number 
2 . . WORLD WORLD INDEX 
Mult iple R ‘ .44986 
R Square .20238 
Adjusted R Square .11842 
Standard Error .08841 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 2 .03768 .01884 
Residual 19 .14851 .00782 
F = 2.41038 Sfgnif F = .1167 
- Variables in the Equation 
Variable B SE B Beta T Sig T 
SRHP 1.37296 .76378 .37136 1.798 .0882 
WORLD .34609 .23377 .30586 1.481 .1551 
(Constant) 6.384994E-03 .02217 .288 .7765 
87 
Variables not in the Equation 
Variable Beta In Part ia l Min Toler T Sig T 
FIN - .90183 - .46733 .21102 -2 .243 .0377 
SRHE � - .01781 - .01653 .68702 - . 070 .9449 
CURR .20096 .21989 .94650 .956 .3516 
AVGCPI .43765 .41425 .71462 1.931 .0694 
Var iab le ( s ) Entered on Step Number 
3 . . FIN FINANCIAL INDEX 
Mult iple R .61366 
R Square .37657 
Adjusted R Square .27267 
Standard Error .08030 '> 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 3 .07011 .02337 
Residual 18 .11607 .00645 
F = 3.62422 Signif F = .0331 ‘ � -
Variables in the Equation 
V a r i a b l e B SE B Beta T S ig T 
SRHP 1.61814 .70231 .43768 2.304 .0334 
WORLD 1.25724 .45842 1.11108 2.743 .0134 
FIN - .44502 .19843 - .90183 -2 .243 .0377 
(Constant) - .01391 .02208 - . 6 3 0 .5367 
i_： Variables not in the Equation 
Variable Beta In Part ia l Min Toler T Sig T 
SRHE .03657 .03817 .20541 .157 .8767 
CURR .14471 .17738 .21009 ,743 .4675 
AVGCPI .32092 .32864 .19595 1.435 .1695 
Var iab le ( s ) Entered on Step Number 
4 . . AVGCPI AVERAGE CPI 
Mult iple R .66626 
R Square .44391 
Adjusted R Square .31306 
Standard Error .07804 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 4 .08265 .02066 
Residual 17 .10354 .00609 
F = 3.39260 S i g n i f F = .0326 
88 
Variables in the Equation -
V a r i a b l e B SE B Beta T s i g T 
SRHP 1.88035 .70658 .50860 2.661 .0165 
WORLD 1.26640 ,44555 1.11918 2.842 .0113 
FIN - .36062 .20162 - .73081 -1 .789 .0915 
AVGCPI … 3 . 8 3 7 3 5 2.67464 .32092 1.435 .1695 
(Constant) - .08645 .05493 -1 .574 ,1339 
Variables not .in the Equation — 
Variable Beta In Part ia l Min Toler , T Sig T 
SRHE .03033 .03351 ,19365 .134 .8950 
CURR .08290 .10418 .19519 .419 .6808 
Var iab le ( s ) Entered on Step Number 
5 . . CURR CURRENCY 
Mult iple R .67078 ‘ 
R Square .44994 
Adjusted R Square . 27805 及 
Stahdard Error .08001 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 5 .08377 .01675 
Residual 16 .10241 .00640 
F = 2.61758 Signif F = .0650 
Variables in the Equation — 
V a r i a b l e B SE B Beta T S ig T 
SRHP 1.88784 .72458 .51063 2.605 .0191 
WORLD 1.25955 .45706 1.11313 2.756 .0141 
FIN - .35520 .20709 - .71983 -1 .715 .1056 
AVGCPI 3.54093 2.83174 .29613 1.250 .2291 
CURR .32659 ,77941 .08290 .419 .6808 
(Constant) - .07973 .05854 -1 .362 .1921 
Variables not in the Equation - - … 
Variable Beta In Part ia l Min Toler T Sig T 
SRHE .01729 .01901 .19247 .074 .9423 
Var iab le ( s ) Entered on Step Number 
6 . . SRHE SRH ECONOMIC 
Mult iple R .67093 
R Square .45014 
Adjusted R Square .23020 
Standard Error .08261 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 6 .08381 .01397 
Residual 15 .10238 .00683 
F = 2.04662 Signif F = .1221 
89 
Variables in the Equation 
Variable B SE B Beta T Sig T 
SRHP 1.85442 .87507 .50159 2.119 .0512 
WORLD 1.26552 .47887 1.11840 2.643 .0185 
FIN … - .35707 .21535 - .72362 -1 .658 .1181 
AVGCPI 3.54446 2.92447 .29642 1.212 .2443 
CURR .31809 .81306 .08074 .391 .7011 
SRHE .03370 .45763 .01729 .074 .9423 
(Constant) - .08012 .06068 -1 ,320 .2065 
End Block Number 1 POUT = 1.000 Limits reached. 
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APPENDIX 10 
SPSS MULTIPLE REGRESSION RESULTS (TEXTILE & APPAREL PORTFOLIO) 
Equation Number 1 Dependent Var iab le . . RETURN RETURN 
Beginning Block Number 1. Method: Stepwise 
Var iable ( s ) Entered on Step Number 
1 . . WORLD WORLD INDEX 
Mult iple R .43189 
R Square .18653 
Adjusted R Square .14585 
Standard Error -08989 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 1 .03705 .03705 
Residual 20 «16159 .00808 • 
F s 4.58589 S igni f F = .0447 
Variables in the Equation -
Variable B SE B Beta T Sig T 
WORLD .50478 .23572 .43189 2.141 .0447 
(Constant) -3.50643E-03 .02246 - . 1 5 6 .8775 
Variables not in the Equation — 
Variable Beta In Part ia l Min Toler T Sig T 
TEX - .35416 - .15639 .15862 - . 6 9 0 .4984 
SRHP .42705 .46959 .98361 2.318 .0317 
SRHE .33515 .36460 .96274 1.707 .1042 
CURR .17311 .18878 .96732 .838 .4125 
AVGCPI .05328 .05221 .78121 .228 .8222 
Var iab le ( s ) Entered on Step Number 
2 . . SRHP SRH POLITICAL 
Mult iple R .60490 
R Square .36591 
Adjusted R Square .29916 
Standard Error .08142 
Analys i s of Variance 
DF Sum of Squares Mean Square 
Regression 2 .07269 .03634 
Residual 19 ‘12596 .00663 
F = 5.48201 Signif F = ,0132 
91 
Variables in the Equation — 
V a r i a b l e B SE B Beta T S ig T 
WORLD ,56869 .21529 .48656 2.641 .0161 
SRHP 1.63080 .70342 .42705 2.318 .0317 
(Constant) 5.779874E-04 .02042 .028 .9777 
Variables not in the Equation — 
Variable Beta In Part ia l Min Toler T Sig T 
TEX - .19696 - .09736 .15495 - .415 .6830 
SRHE .14595 .15191 .68702 .652 .5226 
CURR .22460 .27563 .94650 1.217 .2395 
AVGCPI ,21118 .22419 .71462 .976 .3420 
VariableCs) Entered on Step Number 
3 . . CURR CURRENCY 
Multiple R .64349 ' 
R Square .41408 
Adjusted R Square .31643 
Standard Error .08041 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 3 .08226 .02742 
Residual 18 .11639 .00647 
F = 4.24032 Signif F » .0197 
— V a r i a b l e s in the Equation - - -
V a r i a b l e B SE B Beta T S ig T 
WORLD .61990 .21675 .53038 2.860 .0104 
SRHP 1.72684 .69917 .45220 2.470 .0237 
CURR .91394 .75126 .22460 1.217 .2395 
(Constant) 2.160073E-03 .02021 .107 .9160 
：* V a r i a b l e s no t i n t h e Equa t i on 
Variable Beta In Part ia l Min Toler T Sig T 
TEX - ,16496 - .08469 .15442 - . 3 5 0 .7303 
SRHE .11454 .12305 .67622 .511 .6158 
AVGCPI .15084 .16006 .65980 .669 ,5127 
Variabte(s ) Entered on Step Number 
4 . . AVGCPI AVERAGE CPI 
Mult iple R .65505 
R Square .42909 
Adjusted R Square .29476 
Standard Error .08168 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 4 .08524 .02131 
Residual 17 .11341 .00667 
F = 3.19429 Signif F = .0396 
92 
V a r i a b l e s in t h e Equa t i on 
Variable B SE B Beta T Sig T 
WORLD .70000 .25064 .59891 2.793 .0125 
SRHP 1.86125 .73807 .48740 2.522 .0219 
CURR .76688 .79415 .18846 ,966 .3477 
AVGCPI� 1.86296 2.78646 .15084 .669 .5127 
(Constant) - .03518 .05950 - .591 .5621 
Variables not in the Equation — 
Variable Beta In Part ia l Min Toler T Sig T 
TEX -.14641 - .07600 .15304 - .305 .7644 
SRHE .12220 ,13283 .65434 .536 .5993 
VariableCs) Entered on Step Number 
5 . . SRHE SRH ECONOMIC 
Mult iple R ,66270 
R Square .43917 
Adjusted R Square .26390 
Standard Error .08344 
Analys is of Variance 
DF Sura of Squares Mean Square 
Regression 5 .08724 .01745 
Residual 16 .11141 .00696 
F = 2.50578 Signi f F = -0738 
Variables in the Equation 
Variable B SE B Beta T Sig T 
WORLD .71817 .25830 .61445 2.780 .0134 
SRHP 1.61407 .88385 .42267 1.826 .0865 
CURR .70803 .81873 .17A00 .865 .3999 
AVGCPI 1.93846 2.85025 .15695 .680 .5062 
SRHE .24606 .45900 .12220 .536 .5993 
(Constant) - .03837 .06108 - . 6 2 8 .5388 
— Variables not in the Equation -
Variable Beta In Part ia l Min Toler T Sig T 
TEX - .07640 ^.03817 .13994 - . 1 4 8 .8844 
Var iab le ( s ) Entered on Step Number 
6 . . TEX TEXTILE & APPARAEL INDEX 
Mult iple R .66331 
R Square .43998 
Adjusted R Square .21598 
Standard Error .08612 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 6 .08740 .01457 
Residual 15 .11125 .00742 
F = 1.96415 Signi f F : .1354 
93 
Variables in the Equation -
V a r i a b l e B SE B Beta T S ig T 
WORLD .79614 .59068 .68116 1.348 .1977 
SRHP 1.61565 .91223 .42308 1.771 .0969 
CURR .70821 .84496 .17404 .838 .4151 
AVGCPI 1.90371 2.95094 .15414 .645 .5286 
SRHE .22398 .49668 .11123 .451 .6585 
TEX - .06502 .43954 - .07640 - . 148 .8844 
(Constant) - .03821 .06305 - . 606 .5536 , 
End Block Number 1 POUT = 1.000 l i m i t s reached. 
i 
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APPENDIX 1 0 
SPSS MULTIPLE REGRESSION RESULTS (REAL ESTATES PORTFOLIO) 
Equation-Number 1 Dependent Var iab le . . RETURN RETURN 
Beginning Block Number 1. Method: Stepwise 
VariableCs) Entered on Step Number 
1 . . WORLD WORLD INDEX 
Mult iple R .45181 
R Square .20413 
Adjusted R Square .16434 
Standard Error .06494 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 1 .02163 .02163 • 
Residual 20 .08434 .00422 
F = 5.12971 Signif F = .0348 
Variables in the Equation 
Variable B SE B Beta T Sig T 
WORLD .38569 .17029 ,45181 2.265 .0348 
(Constant) 9.530621E-03 .01622 .587 .5635 
Variables not in the Equation 
Variable Beta In Part ia l Min Toler T s i g T 
REAL - .13282 - .06273 .17753 - . 274 .7871 
SRHP .41276 .45887 .98361 2.251 .0364 
SRHE .16334 .17965 .96274 .796 .4359 
CURR - ,07485 - .08252 .96732 - .361 .7221 
AVGCPI -4.400E-03 - .00436 .78121 - . 0 1 9 .9850 
Variabte(s ) Entered on Step Number 
2 . . SRHP SRH POLITICAL 
Mult iple R .60968 
R Square .37171 
Adjusted R Square .30557 
Standard Error .05920 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 2 .03939 .01970 
Residual 19 .06658 .00350 
F = 5.62040 S igni f F = .0121 
Variables in the Equation --. 
Variable B SE B Beta T Sig T 
WORLD .43081 .15652 .50465 2.752 .0127 
SRHP 1.15127 .51141 .41276 2.251 .0364 
(Constant) .01241 .01484 .836 .4134 
95 
Variables not in the Equation — 
Variable Beta In Part ia l Min Toler T Sig T 
REAL - .34398 - .17904 .16760 - . 772 .4501 
SRHE - .08399 - .08783 .68702 - . 374 .7127 
CURR -.02821 - .03478 .94650 - . 1 4 8 .8843 
AVGCPI - .14301 .15252 .71462 .655 ,5209 
Var iab le ( s ) Entered on Step Number 
3 . . REAL REAL ESTATE & APPARAEL INDEX 
Multiple R .62598 
R Square .39185 
Adjusted R Square .29049 
Standard Error .05984 
Analys is of Variance ^ 
DF Sum of Squares Mean Square 
Regression 3 ^04152 .01384 
Residual 18 .06445 .00358 
F = 3.86600 Signif F = .0269 
Variables in the Equation - r - - - - - - - -
Variable B SE B Beta T Sig T 
WORLD .70035 .38328 .82040 1.827 .0843 
SRHP 1.23392 ,52790 .44239 2 .337 .0312 
REAL -,18231 .23612 - .34398 - . 7 7 2 .4501 
(Constant) .01026 .01526 ,672 .5099 
Variables not in the Equation 
Variable Beta In Part ia l Min Toler T Sig T 
SRHE - .08102 - .08610 .16659 - . 3 5 6 .7260 
CURR - .17356 - .17594 .11140 - . 7 3 7 .4712 
AVGCPI .08916 .08816 .14161 .365 .7197 
Var iab le ( s ) Entered on Step Number 
4 . . CURR CURRENCY 
Mult iple R ,64084 
R Square .41068 
Adjusted R Square .27201 
Standard Error .06061 
Analys is of Variance 
DF Sum of Squares Mean Square 
Regression 4 .04352 .01088 
Residual 17 .06245 .00367 
F a 2.96166 Signif F = .0502 
Variables in the Equation - - - -
Variable B SE B Beta T Sig T 
WORLD .86081 .44513 1.00836 1.934 .0700 
SRHP 1.23778 .53476 .44378 2.315 .0334 
REAL - .31039 .29565 - .58564 -1 .050 .3085 
CURR - .51584 ,69998 - .17356 - . 7 3 7 .4712 
(Constant) 7.854072E-03 .01580 . 497 .6255 
9 6 
Variables not in the Equation 
Variable Beta In Part ia l Min Toler T Sig T 
SRHE - .05478 - .05830 .10996 - .234 .8183 
AVGCPI .09806 .09837 .10013 .395 .6978 
Variable (s ) Entered on Step Number 
5 . . ’AVGCPI AVERAGE CPI 
Multiple R .64528 
R Square .41638 
Adjusted R Square .23400 
Standard Error .06217 
Analys is of Variance � 
DF Sum of Squares Mean Square 
Regression 5 .04412 .00882 
Residual 16 .06185 »00387 
F = 2.28302 Signif F = .0955 ‘ 
- Variables in the Equation - - - - - - - - … 
Variable B SE B Beta T Sig T 
WORLD .84250 .45895 .98692 1.836 .0851 
SRHP 1.28925 .56378 .46223 2 .287 .0362 
REAL - .27016 .31988 - .50973 - . 845 .4108 
CURR - .52968 .71888 - ,17822 - . 7 3 7 .4719 
AVGCPI .88463 2.23723 .09806 .395 .6978 
(Constant) -9.30509E-03 .04632 - .201 .8433 
…_-““-_，• var iab le s not fn the Equation — 一 -
Variable Beta In Part ia l Min Toler T Sig T 
SRHE - .05349 - .05720 ,09906 - . 222 ,8274 
Var iab le ( s ) Entered on Step Number 
6 . . SRHE SRH ECONOMIC 
Mult iple R .64675 
R Square .41829 
Adjusted R Square .18561 
Standard Error .06411 
Analys is of Variance 
DF Sura of Squares Mean Square 
Regression 6 .04433 .00739 
Residual 15 .06164 .00411 
F = 1.79767 Signif F,= .1670 
97 
— Variables in the Equation 
V a r i a b l e B SE B Beta T S i g T 
WORLD .82676 .47851 .96848 1.728 ,1046 
SRHP 1.36717 .67912 .49017 2 .013 .0624 
REAL - .26255 .33161 - ,49537 - . 7 9 2 .4409 , 
CURR ，.50161 .75195 —.16877 - . 6 6 7 .5149 
AVGCPI .87743 2.30705 .09726 .380 .7090 
SRHE - .07867 .35453 - . 05349 - . 2 2 2 .8274 
(Constant) -8.51716E-03 .04790 - . 1 7 8 .8612 
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